heKeal Estate 
TRENDS ™ 


A concise monthly digest of real estate and construction 
fundamentals and trends......... A part of the complete 
service known as the Real Estate Analyst Reports. 


Copyright 1948- by ROY WENZLICK & CO. - Saint Louis Number 48 


Rear. Estate Economists, APPRAISERS AND COUNSELORS 





Volume XVII 











Our national real estate activity index dropped an- 

REAL ESTATE ACTIVITY other 3.5 points during the month of September to 

a reading of 28.5 points above the long-range com- 

puted normal. This represents the first drop for several months since during 
June, July and August the index was rising slowly. 


In the January 1948 issue of the Real Estate Analyst entitled “Real Estate in 
1948” we published the chart shown in the lower left-hand corner of this page. 
This chart showed the course of the present real estate boom from its beginning 
through December 1947. The dotted red line represented our guess as to the course 
the index would follow from that time on, The chart in the right-hand corner of 
this page shows what has happened to the index since December 1947, This is 
shown by the shaded portion of the chart. The black line stepping down and up along 


the solid red portion represents corrections made in the index as additional infor- 
mation was received,_ 


So far, our predictions and the actual figures have been closely in line. We have 
said many times in these reports that we believed the present boom would follow 
rather closely the pattern of the real estate cycle. We still believe that except for 
minor recoveries the trend will continue to be down. 
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The cities that have shown the best improvement in real estate activity in the 
last two or three months are Portland, Oregon; Columbus, Ohio; Miami, Florida; 
Buffalo, New York; and Pittsburgh, Pennsylvania, The cities showing the greatest 


drop in the same period are Duluth, Minnesota; Tulsa, Oklahoma; Cleveland, Ohio; 
and Seattle, Washington, 


At the halfway point in 1948, the FHA had insured 
REAL ESTATE close to $4.8 billion in home loans. In addition to 
MORTGAGE ACTIVITY this amount, the Veterans Administration has in- 
sured around $7.0 billion. Large as these two a- 


mounts are, they total only about one-third of all mortgage debt now outstanding on 
one- to four-family houses. 


Although there are indications that the fire beneath the housing boom may be 
slackening somewhat, there is still enough steam in the boiler to keep it going at 
good speed for quite a while. For this reason, we do not anticipate any apprecia- 


ble falling off of FHA financing in the near future, although bigger equity, shorter 
term loans may show a decline. 


The real estate mortgage activity index slipped another 1.9 points from its 
July reading of 171.9 to the August figure of 170.0. Inasmuch as the August figure 
is the latest one available, the additional credit made available by the new housing 
bill has not been reflected in the index. There is a good possibility that the Septem- 
ber and October readings will show some increase in mortgage activity. 


The construction costs of the four standard resi- 
CONSTRUCTION COSTS dences reported inthe Trends Bulletins inched up- 

ward again during October. The October costs for 
building these houses are shown on page 421. Nothing has happened in the last 
thirty days to cause us to change our opinion on the future of construction costs, 
We still believe that we are in for a continued slow rise for the next several months 
and that while a period of substantially lower prices is ahead, the exact time of it 
is very difficult to guess. 


Following a slight dip in July, the business activity 
BUSINESS ACTIVITY index rose almost 4 points in August to a reading 

of 30.2. This is only slightly below its postwar 
high of 32.6 reached in June of this year. 


It seems to us that the coming election, the first real peacetime presidential 
race in the last 12 years, will have very little effect on business. So many busi- 
ness men feel so sure of the outcome that the only noticeable effect would result 
from a victory by Mr. Truman. Although it is hard to say how drastically business 
would react to Mr. Truman’s election, most business men appear to have greater 
confidence in Mr. Dewey’s administrative ability and in his attitude toward busi- 
ness. They will feel a little safer with a Republican administration, We therefore 
believe that since Mr. Dewey is almost certain of victory, and has been for quite 
some time, business will roll along quite confidently and at a good pace for the 
next several months. A more detailed forecast will be possible by January and will 
appear in the January Forecast Issue of the Real Estate Analyst, but from this point 
it looks like another good year in 1949. 
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Since reaching its peak in May of this year, the 
RESIDENTIAL number of nonfarm residences started has de- 
CONSTRUCTION clined each month. The number started in Sep- 

tember was 81,000, or almost 14 per cent below 
the number started in September 1947. It seems a reasonable guess that this trend 
will not reverse itself during the last quarter of this year. 


This is the time of year when the building industry usually suffers from a sea- 
sonal decline, and our guess is that the number of units started during October, 
November and December will be in the neighborhood of 220,000, compared with 
232,500 for the same three months of 1947, 


A more difficult and hazardous guess is involved in attempting to forecast the 
amount of residential construction that will take place during the first six months 
of 1949. We think that this amount will be somewhere between the trends taken by 
1947 construction volume and the 1948 construction volume. For the first quarter 
of 1949 we estimate that between 160,000 and170,000 residential units will be started, 
and that during the second quarter the figure will be between 260,000 and 270,000 
units. 


The chart on page 422 shows a very sensitive index of residential construction 
from 1940 through September 1948, The points on the chart represent the percent- 
age change in construction volume above or below the corresponding month of the 
preceding year. To clarify this somewhat - there were 25,700 residential units 
started in January 1940, compared with 32,300 in January 1939. Thus, there were 
6600 fewer units started in January 1940 than in January 1939. This means that 
there were 20 per cent fewer units started in January 1940 than there were in Janu- 
ary 1939, so the first mark on the chart shows a minus 20 per cent. In February 
1946 there were 42,400 units started, compared with 8400 in February 1945. This 
represents an increase of 34,000, or a 405 per cent increase over February 1945, 
so the chart shows a reading of plus 405 per cent for February 1946. September 
1948 marks the first time since early 1945 that this index has gone to the minus 


side two months in a row. This index will be brought up to date in the Trends 
Bulletin from time to time. 


There is still no significant movement in the fore- 


FORECLOSURES closure index. In the last several years it has 
shown nothing more startling than an occasional 
wiggle. 


The large chart on pages 418 and 419 shows the 
AGRICULTURAL TRENDS value of all farm real estate (black), gross farm 

income (black), , farm real estate debt (red), and 
gross income per farm (red line), from 1910 through 1948. The last point for both 
gross income figures must necessarily be estimates, 


The farmers have certainly come a long way since the dim days of the early 
thirties. In 1931, 1932 and 1933 the national farm real estate debt exceeded the 
gross farm income by a considerable amount - and the gross income per farm was 
at the lowest point in modern times. 
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INCREASES IN BUILDING COSTS SINCE 1939 











*Costs include full basement. 


(SAINT LOUIS) 


SIX-ROOM BRICK HOUSE 

(FRAME INTERIOR)* 
Content: 23,100 cubic feet 

1,520 square feet 

Cost 1939: $ 6,400 

(27.7¢ per cubic foot; $4.21 per square foot) 
Cost today: $14,690 

(63.5¢ per cubic foot; $9.65 per square foot) 
INCREASE OVER 1939 = 129.2% 


FIVE-ROOM BRICK VENEER HOUSE* 
Content: 24,910 cubic feet 
1,165 square feet 

Cost 1939: $ 5,440 

(21.8¢ per cubic foot; $ 4.67 per square foot) 
Cost today: $12,932 

(52.0¢ per cubic foot; $11.10 per square foot) 
INCREASE OVER 1939 = 138.0% 


SIX-ROOM FRAME HOUSE* 

Content: 25,376 cubic feet 

1,650 square feet 

Cost 1939: $ 5,894 

(23.2¢ per cubic foot; $3.57 per square foot) 
Cost today: $14,623 . 

(57.8¢ per cubic foot; $8.88 per square foot) 
INCREASE OVER 1939 = 148.0% 


6-ROOM CALIFORNIA BUNGALOW - NO BASEMENT 
Content: 12,119 cubic feet 
992 square feet 

Cost 1939: $3,117 

(25.6¢ per cubic foot; $3.14 per square foot) 
Cost today: $7,552 

(62.3¢ per cubic foot; $7.62 per square foot) 
INCREASE OVER 1939 = 142.5% 
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While the ratio of farm real estate debt to total value is lower than at any time 
during the life of this chart, a more significant relationship is the ratio of gross 
income to debt. During the days of the early twenties when everybody thought the 
farmer was doing so well, the ratio of gross income to debt was about 1.5 to 1, 
which means that gross income was about 50 per cent more than farm debt. Since 
1944 the ratio of gross income to total farm real estate debt has ranged from 4.5 
to 1 to 7.2 to 1. 


Gross income per farm has also shown a very rapid rise since its low point in 
1932. During that year the gross income per farm averaged only $985. By 1947 
this figure had risen to $5950, or over 6 times the 1932 amount and over double 
the previous high of $2750 reached in 1919. This large increase has been made 
possible by the fact that the total gross farm income has been growing while the 
number of farms has been diminishing. 


A quick look at this chart should convince most readers that while farm land 
values are sure to come down, the nation’s farmers will not be engulfed in such 
a wave of foreclosures as followed the last farm boom, 


Farm land values and gross farm income will probably fall somewhat in 1949 
while farm debt will rise slightly, but we doubt if any of the factors shown on the 
chart will record any changes of great significance during the coming year. 
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